Report of the Directors

EEEWRE

The directors present their annual report and the audited financial statements
of the Company and its subsidiaries (hereinafter collectively referred to as the

“Group") for the year ended 31 December 2004.

PRINCIPAL ACTIVITIES

The Company is an investment holding company. Its subsidiaries are principally
engaged in the business of providing package tours, travel and other related
services, and hotel operation in Hong Kong and the People’s Republic of China
(the "PRC").

RESULTS

The results of the Group for the year ended 31 December 2004 are set out in

the consolidated income statement on page 36.

FINANCIAL SUMMARY

A financial summary of the Group is set out on page 129.

SHARE CAPITAL

Particulars of the movements of the share capital of the Company are set out

in note 39 to the financial statements.

CONVERTIBLE NOTES

Particulars of the convertible notes of the Company are set out in note 36 to

the financial statements.

RESERVES

Movements in the reserves of the Group and the Company during the year

are set out in note 41 to the financial statements.

PROPERTY, PLANT AND EQUIPMENT

Details of movements in property, plant and equipment of the Group and the

Company during the year are set out in note 14 to the financial statements.
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INVESTMENT PROPERTY

Details of revaluation of the investment property of the Group as at 31

December 2004 are set out in note 15 to the financial statements.

PARTICULARS OF PROPERTIES OF THE GROUP

Particulars of the properties of the Group as at 31 December 2004 are set out

on pages 130 to 132 of the annual report.

DIRECTORS

The directors of the Company during the year and up to the date of this

report are:

Executive Directors:

Mr. Yu Kam Kee, Lawrence M.B.E., J.P.
(Chairman and Executive Director)

Mr. Cheung Hon Kit
(Managing Director)

Dr. Yap, Allan

Mr. Chan Pak Cheung, Natalis

Mr. Lui Siu Tsuen, Richard

Ms. Luk Yee Lin, Ellen

Dr. Chan Kwok Keung, Charles (resigned on

30 December 2004)

Non-Executive Directors:

Mr. Chan Yeuk Wai
(Honorary Chairman)
Mr. Fok Kin-ning, Canning (resigned on
30 December 2004)
Ms. Shih, Edith

(alternate to Mr. Fok Kin-ning, Canning)

(ceased to be an alternate
director to
Mr. Fok Kin-ning,
Canning on

30 December 2004)
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Independent Non-Executive Directors:

Mr. Kwok Ka Lap, Alva

Mr. Sin Chi Fai (appointed on

15 September 2004)
Mr. Wong King Lam, Joseph (appointed on

30 September 2004)

(resigned on

15 September 2004)

Mr. Lai Hing Chiu, Dominic

In accordance with Bye-Law 99 of the Company’s Bye-Laws, Dr. Yap, Allan
and Mr. Lui Siu Tsuen, Richard will retire by rotation and, being eligible, offer

themselves for re-election at the forthcoming annual general meeting.

In accordance with Bye-Law 102(B) of the Company’s Bye-Laws, Mr. Sin Chi
Fai and Mr. Wong King Lam, Joseph who were appointed during the year
ended 31 December 2004 , will retire and, being eligible, offer themselves for

re-election at the forthcoming annual general meeting.

Independent non-executive directors have been appointed for a term subject

to retirement by rotation as required by the Company’s Bye-Laws.

DIRECTORS’ SERVICE CONTRACTS

None of the directors being proposed for re-election at the forthcoming annual
general meeting has a service contract with the Company or any of its
subsidiaries which is not determinable by the Group within one year without

payment of compensation other than statutory compensation.

DIRECTORS’ INTERESTS IN CONTRACTS AND
CONNECTED TRANSACTIONS

During the year, the Group had transactions with certain directors of the
Company and certain companies in which directors of the Company have

interests, details of which are set out in note 52 to the financial statements.
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Save as disclosed above, no contracts of significance to which the Company
or any of its subsidiaries was a party and in which a director of the Company
had a material interest, whether directly or indirectly, subsisted at the end of

the year or at any time during the year.

DIRECTORS’ INTERESTS IN SECURITIES

As at 31 December 2004, the interests and short positions of the directors or
chief executive of the Company in the shares, underlying shares or debentures
of the Company and its associated corporations (within the meaning of Part
XV of the Securities and Futures Ordinance (“SFO")) which are required (a) to
be notified to the Company and The Stock Exchange of Hong Kong Limited
(the “Stock Exchange”) pursuant to Divisions 7 and 8 of Part XV of the SFO
(including interests or short positions which they are taken or deemed to
have under such provisions of the SFO); or (b) pursuant to section 352 of the
SFO, to be entered in the register referred to therein; or (c) pursuant to the
Model Code for Securities Transactions by Directors of Listed Issuers (the
“Model Code”) to be notified to the Company and the Stock Exchange were

as follows:
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Approximate

Long position/ Number of percentage of
Name of director short position Capacity Nature of interest shares held shareholding
EEHA HE KR 54 st R 8A BREZBNE L
Mr. Chan Yeuk Wai Long position Interest of controlled Corporate and 3,090,694,440 9.59%
(Note) corporations and other interests
interests held jointly
with another person
REREE e REN A EE R AN 3,090,694,440 9.59%
(H¥32) B ARRRB S

Note: Mr. Chan Yeuk Wai, a non-executive director of the Company, is also a
director of and has 50% control in Hounslow Limited, a substantial
shareholder of the Company. Mr. Chan Yeuk Wai is deemed to have corporate
and other interests in 3,090,694,440 shares by virtue of his interests in
Hounslow Limited. These interests are duplicated with the interests as shown
in the section headed “SUBSTANTIAL SHAREHOLDERS” below.
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Save as disclosed above , as at 31 December 2004, none of the directors or
chief executive of the Company had any interests or short positions in the
shares, underlying shares or debentures of the Company or any of its associated
corporations (within the meaning of Part XV of the SFO) as notified to the
Company and the Stock Exchange pursuant to Divisions 7 and 8 of Part XV of
the SFO or as recorded in the register kept by the Company pursuant to
section 352 of the SFO or as otherwise notified to the Company and the
Stock Exchange pursuant to the Model Code in the Rules Governing the Listing

of Securities on the Stock Exchange (the “Listing Rules”).

DIRECTORS’ RIGHTS TO ACQUIRE SHARES OR
DEBENTURES

The share option scheme of the Company (the “Scheme”), which was
approved and adopted by its shareholders on 3 May 2002, is valid and effective

for a period of 10 years after the date of adoption.

The purpose of the Scheme is to enable the Company to grant options to
employees, executives or officers of the Company or any of its subsidiaries
(including executive and non-executive directors of the Company or any of its
subsidiaries) and any suppliers, consultants, agents or advisers who will
contribute or have contributed to the Company or any of its subsidiaries as
incentives and rewards for their contribution to the Company or such

subsidiaries.

Subject to the condition that the total number of shares which may be issued
upon the exercise of all outstanding options granted and to be exercised
under the Scheme and any other schemes of the Company must not exceed
30% of the shares of the Company in issue from time to time, the total
number of shares in respect of which options may be granted under the
Scheme, when aggregated with any shares subject to any other schemes, is
not permitted to exceed 10% of the shares of the Company in issue on the
date of approval and adoption of the Scheme. The number of shares in respect
of which options may be granted under the Scheme and other share option
scheme(s) of the Company to any individual in aggregate in any 12 month
period is not permitted to exceed 1% of the shares of the Company in issue,

without prior approval from the Company’s shareholders.
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Where any grant of options to a substantial shareholder or any independent
non-executive director of the Company, or any of their respective associates
(as defined in Rule 1.01 of the Listing Rules), would result in the number of
shares issued and to be issued upon exercise of all options already granted
and to be granted to such person in any 12 month period up to and including

the date of the grant:

(i) representing in aggregate over 0.1% of the shares in issue, and

(i) having an aggregate value, based on the closing price of the shares of the

Company on the date of grant in excess of HK$5 million,

such grant of option shall be subject to prior approval of the shareholders of
the Company who are not connected persons of the Company as defined in

the Listing Rules.

Option granted must be taken up within 30 days of the date of offer. The
consideration payable for the option is HK$1. Options may be exercised at
any time from the date of acceptance of the share option to such date as
determined by the board of directors but in any event not exceeding 10 years.
The exercise price is determined by the directors of the Company and will not
be less than the higher of (i) the average closing price of the shares for the
five business days immediately preceding the date of grant, (ii) the closing
price of the shares on the date of grant or (iii) the nominal value of the shares

of the Company.

No options have been granted since the adoption of the Scheme.

The total number of securities available for issue under the Scheme is
13,881,317 shares representing approximately 3.4% of the issued share capital
of the Company as at the date of this report after taking into account of the
share consolidation of 100 shares into 1 share of HK$1.00 each effective on

15 March 2005.
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Save as disclosed above, none of the directors or their spouses or children
under the age of 18 had any right to subscribe for securities of the Company,
or had exercised any such right during the year; and at no time during the
year was the Company or any of its subsidiaries a party to any arrangement
to enable the directors of the Company to acquire benefits by means of the
acquisition of shares in, or debentures of, the Company or any other body

corporate.
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DIRECTORS’ INTERESTS IN COMPETING BUSINESS

Interests of directors of the Company in competing businesses as at 31

December 2004 required to be disclosed pursuant to Rule 8.10 of the Listing

24

Rules were as follows:

Name of entity

which businesses

are considered

to compete or likely to
compete with the
businesses of

T

Description of
businesses of the entity
which are considered to
compete or likely to
compete with the
businesses of

Nature of interest of

Name of director the Group the Group the director in the entity
HEBRRAELEE HEBRAAELKE
ZEBERFUR AT ZEBEREMRTLE

EEpg BB ERER R BB ESNZERZERME

Mr. Cheung Hon Kit Paul Y. - ITC Construction Holdings

Property investments in

Executive Director

REGLE Limited and its subsidiaries Hong Kong and the PRC
REBHREEEARAR REERTRERE HTER
REMBERR WERE
A non wholly-owned subsidiary of Property business in the PRC  Director
China Strategic Holdings Limited
RREEERATZHFZENBAT  RRELSHEES Bz

China Development Limited

PZERRARDA

Silver City Limited

RERRAT

Property investment
in Hong Kong
REAULEHERE

Property investment
in Hong Kong
REALSMERE

Director and Shareholder

EERRR

Director and Shareholder

BEEIER
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Name of entity

which businesses

are considered

to compete or likely to
compete with the
businesses of

Description of
businesses of the entity
which are considered to
compete or likely to
compete with the
businesses of

Nature of interest of

Name of director the Group the Group the director in the entity
HEBRBRRELEE HERBRRRARE
EBERFER AT EBERFMR T
Esps ERTHCERER BRFMCEREL ESRZERzEENE
Artnos Limited Property investment Director and Shareholder
in Hong Kong
SEBR AT REANSINERE EEYES
Co-Forward Development Ltd Property investment Director and Shareholder
in Hong Kong
BEBRERAR REBNEMERE EEET
QOrient Centre Limited Property investment Shareholder
in Hong Kong
RABRAF REALEERE R
Super Time Limited Property investment Director and Shareholder
in Hong Kong
BEERRA REANSINERE EEYES
Asia City Holdings Ltd Property investment Director and Shareholder
in Hong Kong
THEEERAR REBNEMERE EE e
Dr. Yap, Allan China Strategic Holdings Limited Property business in the PRC  Vice Chairman
Yap, Allanfg £ and its subsidiaries

Mr. Lui Siu Tsuen, Richard
BREEE

RREEBRARIREAMEAR

China Strategic Holdings Limited

and its subsidiaries

PREEERAFNEAMBAR

RPEEEHERS

Property business in the PRC

R B EHEED

ElESE

Alternate Director to Dr. Yap, Allan,

Vice Chairman of China Strategic

Holdings Limited

PREBBRAREIEZEYap, AlanE Lz

BEES
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SUBSTANTIAL SHAREHOLDERS

As at 31 December 2004, so far as was known to the directors or chief executive
of the Company, the following persons (other than directors or chief executive

of the Company) had an interest or short position in the shares and underlying

shares which would fall to be disclosed to the Company under the provisions &I EEXVELF2 K F 35 SRAR AR B B 2 &
of Divisions 2 and 3 of Part XV of the SFO: WIORE
(a)Interests in the shares QAR HB zER

Approximate

Long position/ Number of percentage of

Name of shareholder short position Capacity Nature of interest shares held shareholding

BRRER BB KR 27 Rt RO EE REZHMOBED L

China Strategic Holdings  Long position Interest of controlled Corporate interest 8,650,000,000 26.84%
Limited corporations
(Note 1(a))

hREEBRAR HE REHDR 2 R NEER 8,650,000,000 26.84%
(M 321(a)

China Enterprises Limited  Long position Interest of a controlled Corporate interest 8,650,000,000 26.84%
(Note 1(a)) corporation

China Enterprises Limited 172 SRk NI 2y NEER 8,650,000,000 26.84%
(W #1(a)

Million Good Limited Long position Beneficial owner Corporate interest 8,650,000,000 26.84%
(Note 1(a))

Million Good Limited e EREEA NEER 8,650,000,000 26.84%
(M 321(a)

Hounslow Limited Long position Beneficial owner and interest Corporate interest 2,019,557,190 6.26%
(Note 2) of controlled corporations

Hounslow Limited HE ESHEAR DR 2,019,557,190 6.26%
(H322) REHRE BE

Deutsche Bank Long position Beneficial owner and Corporate interest 2,326,940,000 1.22%
Aktiengesellschaft security interest

BESRT H#e Bas ARREES NEE 2,326,940,000 7.22%
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(b)Interests in underlying shares under equity
derivatives (as defined in Part XV of the SFO)

Long position/

(b)RABRALTET EHHBERS (EX

REZRBERGIEXVER) 2E
Number of

underlying Approximate

shares (under

unlisted equity

derivatives of

percentage of
the issued
share capital of

Name of shareholder short position Capacity Nature of interest the Company) the Company
ARG

(BEDFZ EARRT

FETRA BRITRA

BRREB HRE KR 227 REEE FTETR) BB ZEHES L

China Strategic Holdings ~ Long position Interest of controlled Corporate interest 2,750,000,000 8.53%
Limited corporations (Note 1(b))

(Note 1(a))

PREBBRAR ) REHD R R NEE 2,750,000,000 8.53%
(H321(a) (H321(b))

China Enterprises Limited  Long position Interest of a controlled Corporate interest 2,750,000,000 8.53%
(Note 1(a)) corporation (Note 1(b))

China Enterprises Limited ~ #& BRI s 5 NEER 2,750,000,000 8.53%
(M 321(a) (M 321(b)

Million Good Limited Long position Beneficial owner Corporate interest 2,750,000,000 8.53%
(Note 1(a)) (Note 1(b)

Million Good Limited " EREEA AR 2,750,000,000 8.53%
(F21(a) (Frz21(b)

2004 3y kRikE (ER) BRAHE
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Notes:

(1) (@

(b)

Million Good Limited is a wholly-owned subsidiary of China Enterprises
Limited (“CEL"), whose shares are traded on the OTC Bulletin Board in
the United States of America, which in turn is a company owned as to
approximately 55.22 % effective equity interest and approximately 88.79%
effective voting interest by China Strategic Holdings Limited (“CSH"). CSH
and CEL are deemed to be interested in 8,650,000,000 shares which are
held by Million Good Limited, in which 2,340,000,000 shares issued to
Million Good Limited is subject to the approval of the independent
shareholders of the Company at the special general meeting held on 11
January 2005 pursuant to the placing and subscription agreement dated
30 November 2004 entered into between CEL, Deutsche Bank AG, Hong
Kong Branch and the Company. CSH and CEL are also deemed to be
interested in 2,750,000,000 underlying shares (in respect of unlisted equity
derivatives of the Company) held by Million Good Limited.

Pursuant to the subscription agreement dated 13 January 2004, (as
subsequently amended on 17 March 2004 and further amended by the
supplemental agreement dated 4 May 2004) entered into between CEL
and the Company, the Company issued to a nominee of CEL a convertible
note with a principal amount of HK$155,000,000. As at 31 December
2004, a principal amount of HK$55,000,000 was outstanding and CEL or
its nominee(s) is entitled to convert the outstanding convertible note into
2,750,000,000 new shares at an initial conversion price of HK$0.020 per

share (subject to adjustments) .

(2) Hounslow Limited is incorporated in the British Virgin Islands with limited liability

in which Mr. Chan Yeuk Wai is a director and has 50% control.

Save as disclosed above, as at 31 December 2004, the directors or chief

executive of the Company were not notified of any other persons who had

interests or short positions in the shares, underlying shares or debentures of

the Company or any of its associated corporations (within the meaning of

Part XV of the SFO) which would be required to be disclosed to the Company

and the Stock Exchange pursuant to Part XV of the SFO.

W

(1) (@ Million Good Limited J3E A& A EBIIHINZ 5
#EIREE A RIChina Enterprises Limited
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PURCHASE, SALE OR REDEMPTION OF LISTED
SECURITIES

Neither the Company nor any of its subsidiaries has purchased, sold or
redeemed any of the Company’s listed securities during the year ended 31

December 2004.

PRE-EMPTIVE RIGHTS

There are no provision for pre-emptive rights under the Company’s Bye-Laws
although there are no restrictions against such rights under the laws in

Bermuda.

MAJOR CUSTOMERS AND SUPPLIERS

Both aggregate amount of purchases and turnover attributable to the Group’s
five largest suppliers and customers were less than 30% of the total value of

the Group’s purchases and turnover respectively.

CORPORATE GOVERNANCE PRACTICES

The Group is committed to achieving high standards of corporate governance
which is crucial to the development of the Group and safeguard the interests
of the Company’s shareholders. To accomplish this, the Group exercises

corporate governance through the Board and Committees as set out below:

Board of Directors

The Board of Directors comprises the executive Chairman, the non-executive
Honorary Chairman, the Managing Director, four Executive Directors and three
Independent Non-Executive Directors. The Board of Directors is principally
accountable to the shareholders and is responsible for the leadership and
control of the Group including overseesing the Group’s businesses, strategic
directions, financial performance, setting objectives and business development

plans, and monitoring the performance of the senior management.

The Board of Directors meets regularly throughout the year to formulate overall
strategy, monitor business development as well as the financial performance
of the Group and has formal procedures on matters for consideration and
decision. The Board of Directors has delegated certain authorities to the senior

management for the day-to-day management of the Group’s operation.
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The current members of the Board are Mr. Yu Kam Kee, Lawrence, M.B.E., J.P.
(Chairman); Mr. Cheung Hon Kit (Managing Director); Dr. Yap, Allan, Mr.
Chan Pak Cheung, Natalis, Mr. Lui Siu Tsuen, Richard, Ms. Luk Yee Lin, Ellen
(Executive Directors); Mr. Chan Yeuk Wai (Honorary Chairman and Non-
Executive Director); and Mr. Kwok Ka Lap, Alva, Mr. Sin Chi Fai and Mr. Wong

King Lam, Joseph (Independent Non-Executive Directors).

All directors, apart from the Chairman, Honorary Chairman and Managing
Director, are subject to retirement by rotation and re-election at the annual
general meeting. To further enhance good corporate governance practice
and accountability, a proposal to amend the Company’s Bye-Laws to include
the Chairman, Honorary Chairman and Managing Director under the rotation
arrangement will be put to shareholders for approval at the forthcoming annual

general meeting.

Audit Committee

The Company has established an Audit Committee with written terms of
reference with reference to the recommendations set out in “A Guide for
Effective Audit Committees” issued by the Hong Kong Institute of Certified
Public Accountants and such terms of reference are in line with the code
provisions set out in the Code on Corporate Governance Practices (the
“Corporate Governance Code”) as stipulated in Appendix 14 to the Listing

Rules.

The Audit Committee consists of three independent non-executive directors.
The current members of the Audit Committee are Mr. Kwok Ka Lap, Alva,
Mr. Sin Chi Fai and Mr. Wong King Lam, Joseph. The Audit Committee is
chaired by Mr. Wong King Lam, Joseph.
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The Audit Committee meets at least twice a year for reviewing the reporting
of annual and interim results and other information to the shareholders, and
the effectiveness and objectivity of the audit process. Additional meetings
may be held by the Audit Committee from time to time to discuss special
projects or other issues which the Audit Committee considers necessary. The
external auditors of the Company may request a meeting if they consider that
one is necessary. The Audit Committee also provides an important link between
the Board and the Company’s auditors in matters coming within the scope of
its terms of reference and keeps under review the independence and objectivity

of the auditors.

Remuneration Committee

The Remuneration Committee of the Group has been established in April
2005 with written terms of reference in line with the Corporate Governance
Code. The Remuneration Committee will meet at least once a year to consider
and recommend to the Board the Group'’s remuneration policy and structure
and to review and determine the remuneration packages of the executive

directors and senior management.

The Remuneration Committee comprises two independent non-executive
directors and one executive director. The current members of the Remuneration
Committee are Mr. Kwok Ka Lap, Alva, Mr. Sin Chi Fai and Mr. Lui Siu Tsuen,

Richard. The Remuneration Committee is chaired by Mr. Kwok Ka Lap, Alva.

ANNUAL CONFIRMATION OF INDEPENDENCE

The Company has received the annual confirmation of independence from
each of the independent non-executive directors as required under Rule 3.13
of the Listing Rules. The Company considered all independent non-executive

directors to be independent.
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COMPLIANCE WITH THE CODE OF BEST
PRACTICE

In the opinion of the directors, the Company has complied throughout the
year ended 31 December 2004 with the Code of Best Practice as set out in
Appendix 14 to the Listing Rules which was in force prior to 1 January 2005,
except that the non-executive directors are not appointed for a specific term
but are subject to retirement by rotation and re-election at the annual general

meeting in accordance with the Bye-Laws of the Company.

COMPLIANCE WITH THE MODEL CODE FOR
SECURITIES TRANSACTIONS BY DIRECTORS OF
LISTED ISSUERS

The Company has adopted the “Model Code for Securities Transactions by
Directors of Listed Issuers” as set out in Appendix 10 to the Listing Rules as its
own code for dealing in securities of the Company by the directors (the
“Code"). Having made specific enquiry of all directors, the Company confirmed
that all directors have complied with the required standard as set out in the

Code during the year ended 31 December 2004.

DIRECTORS’ RESPONSIBILITIES FOR THE
FINANCIAL STATEMENTS

The directors are responsible for the preparation of the financial statements
for each financial period which give a true and fair view of the state of affairs
of the Group and of the results and cash flows for that period. In preparing
the financial statements for the year ended 31 December 2004, the directors
have selected suitable accounting policies and applied them consistently, made
judgements and estimates that are prudent, fair and reasonable and prepared
the financial statements on a going concern basis. The directors are also
responsible for keeping proper accounting records which disclose with
reasonable accuracy at any time the financial position of the Group, for
safeguarding the assets of the Group and for taking reasonable steps for the

prevention and detection of fraud and other irregularities.
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AUDIT COMMITTEE

The Audit Committee has reviewed with the management and the Company’s
auditors the accounting principles and practices adopted by the Group and
discussed auditing, internal control and financial reporting matters including
the audited financial statements for the year ended 31 December 2004. The
Audit Committee currently comprises three independent non-executive
directors, namely Mr. Kwok Ka Lap, Alva, Mr. Sin Chi Fai and Mr. Wong King

Lam, Joseph.

SUFFICIENCY OF PUBLIC FLOAT

Based on the information that is publicly available to the Company and within
the knowledge of the directors, as at the date of this report, the Company

has maintained sufficient public float as required under the Listing Rules.

POST BALANCE SHEET EVENTS

Details of the significant post balance sheet events are set out in note 51 to

the financial statements.

AUDITORS

A resolution will be submitted to the annual general meeting of the Company

to re-appoint Messrs. Deloitte Touche Tohmatsu as auditors of the Company.

On behalf of the Board

Cheung Hon Kit

Managing Director

Hong Kong, 26 April 2005
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